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Introduction 

1 . I was engaged to audit the financial statements of the Kgetleng Local Municipality, which 
comprise the statement of financial position as at 30 June 201 1 , the statements of financial 
performance, changes in net assets and cash flow statement for the year then ended, and a 
summary of significant accounting policies and other explanatory information as set out on 
pages XX to XX. 

Accounting officer’s responsibility for the financiai statements 

2. The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of 
Revenue Act of South Africa, 2010 (Act No. 1 of 2010) (DoRA), and for such internal control as 
the accounting officer determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), 
the General Notice issued in terms thereof and International Standards on Auditing. Because 
of the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Corresponding figures and restatement of corresponding figures 

4. I was unable to obtain sufficient appropriate evidence to verify the corresponding figure for 
cash and cash equivalents of R4 424 397, accumulated surplus of R129 188 384, depreciation 
and amortisation expenses of R3 141 935, capital commitments of R2 851 641 , contingent 
liabilities of R1 695 000, statutory funds of R55 053 794 and employee related cost of 

R24 333 047 resulting from the disclaimer of audit opinion in the prior year, which remained 
unresolved during the current year. Furthermore, alternative procedures identified material 
changes made to the corresponding figures for cash and cash equivalents and the 
accumulated surplus, that resulted in differences between the closing balances reported in the 
2010 financial statements to the opening balances reported in the 201 1 financial statements. 
These changes could not be supported by sufficient appropriate audit evidence or be verified 
or reconciled by alternative means. Consequently, I was unable to determine whether any 
adjustment relating to these corresponding figures in the financial statements was necessary. 

5. I was unable to obtain sufficient appropriate audit evidence to verify the restatements to the 
corresponding figures for 30 June 2010 is disclosed in note 35 to the financial statements. Due 
to the nature of these changes, it was impracticable to confirm or verify the changes by 
alternative means. Consequently I was unable to determine whether any adjustments relating 
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to the restatements made to the corresponding figures as disclosed in note 35 to the financial 
statements, was necessary. 

Property, plant and equipment 

6. I was unable to obtain sufficient appropriate evidence for the corresponding figure for property, 
plant and equipment of R125 899 961 resulting from the disclaimer of audit opinion in the prior 
year. I was unable to confirm or verify the balance by alternative means. Consequently I was 
unable to determine whether any adjustment relating to the corresponding figure for property, 
plant and equipment was necessary. 

7. The municipality’s asset register did not comply with all the requirements of SA Standards of 
GRAP, GRAP 17, Property, plant and equipment. Land assets of R2 868 000, buildings of 
R31 577 015, capital assets under construction of R8 500 016 and other assets of 

R41 769 823 could not be physically verified or confirmed by alternative means. Procedures 
identified land of R70 586 800 and other assets of R81 584 242 that was not accounted for in 
the asset register. Consequently, property, plant and equipment and the accumulated surplus 
are understated by R67 719 800. 

8. SA Standards of GRAP, GRAP 1 7, Property, plant and equipment require that the municipality 
review the residual values and useful lives of property, plant and equipment at each reporting 
date. Although the municipality reviewed the residual values and useful lives of property, plant 
and equipment, I was unable to obtain sufficient appropriate audit evidence to confirm that this 
review was done in terms of the requirements of GRAP 17. Because of the nature of these 
assets, it was impracticable to confirm or verify by alternative means the correct value of the 
residual values and useful lives of these assets. Consequently I was unable to determine 
whether any adjustments relating to the residual values and useful lives of property, plant and 
equipment was necessary. 

Investments 

9. I was unable to obtain sufficient appropriate evidence for the corresponding figure for 
investments of R1 856 375 resulting from the disclaimer of audit opinion in the prior year, as 
these investments were not accounted for in the financial statements of the prior year. 
Consequently I was unable to determine whether any further adjustment relating to the 
corresponding figure for investments was necessary. 

10. SA Standards of GRAP, GRAP 1 , Presentation of financial statements, require that cash and 
current investments redeemable within 90 days should be classified as cash and cash 
equivalents. Contrary to this requirement, R1 885 467 included in fixed deposits of 

R13 456 320 as disclosed in note 9 to the financial statements, was classified as investments 
when it was redeemable within 90 days. Furthermore, contrary to the requirements of section 
125(2)(b) the municipality did not disclose a summary of all investments held by the 
municipality at the end of the year. Consequently, investments is overstated and cash and 
bank is understated by R1 885 467. 

Inventory 

11.1 was unable to obtain sufficient appropriate evidence for the corresponding figure for inventory 
of R1 478 232 resulting from the disclaimer of audit opinion in the prior year. I was unable to 
confirm or verify by alternative means in the prior year that these damaged inventory items 
were written off. Consequently I was unable to determine whether any further adjustments 
relating to the corresponding figure for inventory was necessary. 

12. I was unable to obtain sufficient appropriate audit evidence for inventory of R2 318 524 as 
disclosed in the statement of financial position and note 2 to the financial statements. I was 
unable to obtain the supporting invoices to confirm the unit price for inventory of R1 233 809. I 
was unable to confirm the valuation of inventory by alternative means. Consequently I was 
unable to determine whether any adjustments relating to inventory was necessary. 
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Consumer debtors and other receivables 

13. I was unable to obtain sufficient appropriate evidence for the corresponding figure for 
consumer debtors and other receivables of R13 237 363 resulting from the disclaimer of audit 
opinion in the prior year. I was also unable to reconcile a difference of R1 602 960 between 
the ageing analysis and the gross balance of consumer debtors for the corresponding figure 
as disclosed in note 3 to the financial statements. I was unable to confirm or verify the balance 
by alternative means. Consequently I was unable to determine whether any adjustment 
relating to the corresponding figure for consumer debtors and other receivables was 
necessary. 

14. I was unable to obtain sufficient appropriate audit evidence for consumer debtors of 
R17 706 035 as disclosed in the statement of financial position and note 3 to the financial 
statements. I was unable to determine whether the municipality used objective evidence to 
calculate the provision for impairment of consumer and other receivables of R95 898 498. 
Furthermore, I was unable to confirm or verify by alternative means the bad debt provision of 
R12 923 939 as disclosed in the statement of financial performance. My procedures also 
identified 145 consumers that were not recorded as debtors. Because of the nature of these 
debtors, it was impracticable to confirm or verify by alternative means the correct value of 
these debtors. Consequently I was unable to determine whether any adjustments relating to 
consumer debtors, other receivables and the bad debt provision were necessary. 

Other receivables 

15. I was unable to obtain sufficient appropriate audit evidence for other receivables of 

R7 270 226 (2010: R1 275 233) as disclosed in the statement of financial position and note 4 
to the financial statements. The municipality did not have adequate systems in place to 
maintain records of its other receivables. I was therefore unable to confirm whether other 
receivables should be impaired or verify the stated amounts by alternative means. 
Consequently I was unable to determine whether any adjustments relating to other receivables 
were necessary. 

Trade and other payables 

16. I was unable to obtain sufficient appropriate audit evidence for trade creditors of R5 052 416 
included in the balance of R1 1 027 096 as disclosed in note 14 to the financial statements. I 
was unable to confirm or verify these creditors by alternative means. During 2010 I was unable 
to obtain sufficient appropriate audit evidence for retentions of R2 776 740 included in the 
corresponding balance of R14 619 244 and I was unable to confirm those retentions by 
alternative means. Consequently I was unable to determine whether any adjustments to this 
amount of R2 776 740 or retained earnings were necessary, and therefore my audit opinion on 
the financial statement for 30 June 2010 was modified accordingly. My opinion on the current 
period’s financial statements is also modified because of the possible effect of this matter on 
the current period’s figures. Consequently I was unable to determine whether any further 
adjustments relating to trade creditors and retentions was necessary. 

17. I was unable to obtain sufficient appropriate evidence for the corresponding figure for staff 
leave accrual of R1 606 906 as disclosed in note 14 to the financial statements resulting from 
the disclaimer of audit opinion in the prior year. I was unable to confirm or verify the balance 
by alternative means. Consequently I was unable to determine whether any adjustment 
relating to the corresponding figure for staff leave accrual was necessary. 

18. I was unable to obtain sufficient appropriate audit evidence for the VAT liability provision of 
R5 604 651 as disclosed in note 14 to the financial statements. I was unable to confirm or 
reconcile the provision by alternative means. Consequently I was unable to determine whether 
any adjustments relating to the VAT provision was necessary. 
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Other liabilities 

19. I was unable to obtain sufficient appropriate audit evidence for other liabilities of R1 902 662 
included in the total of R6 115 321 as disclosed in statement of financial position. I was unable 
to confirm or verify these liabilities by alternative means. During 2010 I was unable to obtain 
sufficient appropriate audit evidence for other liabilities of R1 805 021 and I was unable to 
confirm those liabilities by alternative means. Consequently I was unable to determine whether 
any adjustments to this amount of R1 805 021 or retained earnings were necessary, and 
therefore my audit opinion on the financial statement for 30 June 2010 was modified 
accordingly. My opinion on the current period’s financial statements is also modified because 
of the possible effect of this matter on the current period’s figures. Consequently I was unable 
to determine whether any further adjustments relating to other liabilities were necessary. 

Government grants and subsidies 

20. I was unable to obtain sufficient appropriate audit evidence for government grants and 
subsidies of R21 519 457 (2010: R18 966 146) included in the total of R54 125 572 
(2010: R41 386 394) as disclosed as revenue in the statement of financial performance and 
note 18 to the financial statements. Furthermore, grant revenue for which the conditions were 
met of R1 694 707, was transferred to and disclosed as revenue in the statement of financial 
position, but was not disclosed as such in note 18. I was unable to confirm or verify the 
occurrence, accuracy, classification and cut-off for government grants and subsidies by 
alternative means. Consequently I was unable to determine whether any further adjustments 
relating to government grants and subsidies were necessary. 

Unspent conditional grants and receipts 

21 . I was unable to obtain sufficient appropriate audit evidence for unspent conditional grants and 
receipts of R26 836 51 1 (2010: R18 588 434) as disclosed in statement of financial position. I 
was unable to confirm or verify the amount stated by alternative means other than to agree 
R25 41 1 783 of grants received to external confirmations. Consequently I was unable to 
determine whether any adjustments relating to unspent conditional grants and receipts were 
necessary. 

Provision for landfill site 

22. Similarly to the prior year financial statements, and contrary to the requirements of SA 
Standards of GRAP, GRAP 1 9, Provisions contingent liabilities and contingent assets, the 
municipality did not account for the cost to rehabilitate its landfill sites. Furthermore the finance 
cost and depreciation relating to this landfill site was also not accounted for. Due to the nature 
of these items I was unable to reliably estimate or confirm by alternative means the values not 
accounted for in the current and the prior periods. Consequently, property, plant and 
equipment, provision for rehabilitation cost, finance cost and depreciation are understated, and 
I was unable to determine whether any further adjustments relating to the landfill site and the 
provision for its rehabilitation was necessary. 

Interest earned: outstanding receivables 

23. The credit control and debt collection bylaw of the municipality requires that interest be 
charged on all overdue consumer debtors and municipal accounts. Interest of R849 297 was 
calculated using an incorrect rate and by using incorrect monthly balances. In addition interest 
of R781 820 was not charged on some overdue accounts. Consequently, the balances for 
interest received and consumer debtors, as disclosed in the statements of performance and 
financial position are understated by R1 631 117 respectively. 
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Fines 


24. SA Standards of GRAP, GRAP 1 , Presentation of financial statements, require that assets and 
liabilities, revenue and expenses, shall not be offset unless required or permitted by a 
Standard of GRAP. The municipality offset expenses of R1 912 867 against revenue from 
fines. Additionally, fines revenue of R52 445 was not recorded in the accounting records. 
Furthermore, fines revenue of R556 012 was duplicated and R307 310 was accounted in the 
incorrect accounting period. Consequently, revenue from fines, expenses and the 
accumulated surplus for the period are understated by R1 101 990. 

Agency fees 

25. I was unable to obtain sufficient appropriate audit evidence for agency fees or R5 689 198 
(2010: R2 899 103) as disclosed in the statement of financial performance. I was unable to 
verify or confirm the amount by alternative means. Consequently I was unable to determine 
whether any adjustments relating to agency fees were necessary. 

Expenses 

26. I was unable to obtain sufficient appropriate audit evidence for repairs and maintenance of 
R8 374 932 (201 0: R4 598 981 ), bulk purchases of R1 7 482 708 (201 0 R1 0 980 603) and 
general expenses of R22 148 890 (2010: R17 381 696) included in total expenses of 

R99 175 093 (2010: R81 709 089) as disclosed in the statement of financial performance. I 
was unable to confirm or verify the amounts by alternative means. Consequently I was unable 
to determine whether any adjustments relating to repairs and maintenance, bulk purchase or 
general expenses were necessary. 

Property rates 

27. I was unable to obtain sufficient appropriate audit evidence to verify the completeness of 
property rates of R3 900 676 (2010: R2 701 562) as disclosed in the statement of financial 
performance. Due to its nature, it was impracticable to confirm or verify the completeness of 
the amount by alternative means. Consequently I was unable to determine whether any 
adjustments relating to property rates were necessary. 

Irregular expenditure 

28. Section 125(2)(d)(ii) of the MFMA requires that the municipality include particulars of irregular 
expenditure in the notes to the financial statements. The municipality did not disclose any 
amount as irregular expenditure. I was unable to obtain sufficient appropriate evidence for 
irregular expenditure of R23 555 087 resulting from the disclaimer of audit opinion in the prior 
year. Furthermore, I was unable to obtain sufficient appropriate audit evidence that payments 
of R6 204 635 was not made in contravention of the supply chain management requirements. 
Consequently I was unable to determine whether any adjustments relating to the disclosed 
amount of irregular expenditure was necessary. 

Unauthorised expenditure 

29. I was unable to obtain sufficient appropriate evidence for unauthorised expenditure of 
R1 194 638 resulting from the disclaimer of audit opinion in the prior year. Furthermore, 
alternative procedures identified additional unauthorised expenditure of R9 1 12 238 incurred in 
the current period. The municipality did not make any disclosures for unauthorised expenditure 
in the financial statements in the prior or current period. Consequently I was unable to 
determine whether any adjustments relating to unauthorised expenditure in the financial 
statements were necessary. 
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Cash flows from operating activities 

30. I was unable to obtain sufficient appropriate evidence for the increase in conditional grants and 
receipts of R5 032 374 included in cash generated by operations of R25 283 720 as disclosed 
in note 27 to the financial statements, resulting from the disclaimer of audit opinion in the prior 
year. I was unable to confirm or verify the amount by alternative means. Consequently I was 
unable to determine whether any further adjustments relating to the corresponding figure for 
conditional grants, as included in the cash generated by operations in the cash flow statement 
for the prior year was necessary. 

31 . SA Standards of GRAP, GRAP 2, Cash Flow Statements, require that the municipality 
disclose cash flows from operating activities. Cash receipts from rate payers, government and 
other sources is overstated with RIO 358 015, and cash paid to suppliers and employees is 
overstated by R32 131 462. As a result the cash generated from operations as disclosed in the 
cash flow statement and note 27 to the financial statements is understated by R21 773 448. 

Disclaimer of opinion 

32. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial statements. 

Additional matter 

33. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited supplementary schedules 

34. The supplementary information set out on pages XX to XX does not form part of the financial 
statements and is presented as additional information. I have not audited these annexures 
and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

35. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance with 
laws and regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

36. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages XX to XX of the annual 
report. 

37. The reported performance against predetermined objectives was evaluated against the overall 
criteria of usefulness and reliability. The usefulness of information in the annual performance 
report relates to whether it is presented in accordance with the National Treasury annual 
reporting principles and whether the reported performance is consistent with the planned 
development priorities. The usefulness of information further relates to whether indicators and 
targets are measurable (i.e. well defined, verifiable, specific, measurable and time bound) and 
relevant as required by the National Treasury Framework for managing programme 
performance information (FMPPI). 

38. The reliability of the information in respect of the selected development priorities is assessed 
to determine whether it adequately reflects the facts (i.e. whether it is valid, accurate and 
complete). 

39. The material findings are as follows: 
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Reliability of information 

40. The National Treasury FMPPI requires that documentation addressing the systems and 
processes for identifying, collecting, collating, verifying and storing information be properly 
maintained. The institutions could not provide sufficient appropriate evidence to support any of 
the selected development priorities. The institution’s records did not permit the application of 
alternative audit procedures regarding the validity, accuracy and completeness of the reported 
performance information. I was unable to obtain sufficient, appropriate audit evidence to 
satisfy myself as to the validity, accuracy and completeness of the actual performance 
reported in the annual performance report. This was due to a lack of a document management 
system. 

Compliance with laws and regulations 

41 . I performed procedures to obtain evidence that the municipality has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable laws 
and regulations as set out in the General Notice issued in terms of the PAA are as follows: 

Strategy planning and performance management 

42. The accounting officer of the municipality did not by 25 January assess the performance of the 
municipality during the first half of the financial year, taking into account the municipality’s 
service delivery performance during the first half of the financial year and the service delivery 
targets and performance indicators set in the service delivery and budget implementation plan 
as required by section 72(1)(a)(ii) of the MFMA. 

43. The accounting officer of the municipality did not submit the results of the assessment on the 
performance of the municipality during the first half of the financial year to the mayor of the 
municipality, the National Treasury, and the provincial treasury as required by section 72(1 )(b) 
of the MFMA. 

Budgets 

44. The municipality incurred expenditure in excess of the limits of the amounts provided for in the 
votes in the approved budget, in contravention of section 15 of the MFMA. 

45. The accounting officer did not always submit the monthly budget statements to the mayor and 
the relevant provincial treasury, as required by section 71 (1) of the MFMA. 

Annual financial statements, performance and annual report 

46. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a disclaimer audit opinion. 

47. The accounting officer did not submit the annual financial statements of the municipality for 
auditing, within two months after the end of the financial year as required by section 126(1)(a) 
of the MFMA. 

48. The mayor did not table, in council, the 2009/10 annual report of the municipality, within seven 
months after the end of the financial year as required by section 127(2) of the MFMA. 

49. The mayor did not submit a written explanation to the council setting out the reasons for the 
delay in the tabling of the 2009/10 annual report in council as required by section 127(3) of the 
MFMA. 

50. The accounting officer did not make the 2009/10 annual report public immediately after the 
annual report was tabled in the council as required by section 127(5) of the MFMA. 

51 . The municipal council did not adopt an oversight report containing the council’s comments on 
the annual report within two months from the date on which the 2009/10 annual report was 
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tabled in the council as required by section 129(1) of the MFMA. 

52. The accounting officer did not make public the council's oversight report on the 2009/1 0 
annual report within seven days of its adoption, as required by section 129(3) of the MFMA. 

Expenditure management 

53. The accounting officer did not take reasonable steps to prevent unauthorised and irregular 
expenditure, as required by section 62(1 )(d) of the MFMA. 

54. The municipality did not recover unauthorised and irregular expenditure from the liable person, 
as required by section 32(2) of the MFMA. 

Revenue management 

55. Interest was not charged on all arrears accounts as required by section 64(2)(g) of the MFMA. 

56. Revenue received by the municipality was not always reconciled at least on a weekly basis, as 
required by section 64(2)(h) of the MFMA. 

57. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised revenue 
when it is earned, accounted for debtors and accounted for receipts of revenue, as required by 
section 64(2)(e) of the MFMA. 

Procurement and contract management 

58. Invitations for competitive bidding were not always advertised for a required minimum period of 
days as per the requirements of SCM regulation 22(1) & 22(2). 

59. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by bid 
evaluation committees which were composed of officials from the municipality requiring the 
goods or services and at least one SCM practitioner of the municipality as per the 
requirements of SCM regulation 28(2). 

60. Sufficient appropriate audit evidence could not be obtained that final awards and 
recommendation of awards to the accounting officer were made by an adjudication committee 
constituted as per the requirements SCM regulation 29(2). 

61 . The municipality did not implement a SCM policy as required by section 1 1 1 of the MFMA. 

62. Contracts were extended or modified to the extent that competitive bidding processes were 
being circumvented contrary to the requirement of a fair supply chain management system in 
sec 1 12 of the MFMA. 

63. Sufficient appropriate audit evidence could not be obtained that contracts to the value of 
R2 878 787 was procured in accordance with legislative requirements and the SCM policy. 

Asset management 

64. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounts for the 
assets of the municipality as required by section 63(2)(a) of the MFMA. 

65. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets (including an asset register) 
as required by section 63(2)(c) of the MFMA. 

Internal control 

66. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the basis for disclaimer of opinion, the findings on the annual performance report 
and the findings on compliance with laws and regulations included in this report. 
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Leadership 


67. Management failed to appoint sufficient appropriately skilled staff in key positions within the 
finance unit and training and development initiatives failed to address the underlying 
deficiencies that caused the matters to be repeatedly reported on in the audit report. Policies 
and procedures did not adequately guide financial and performance activities and failed to 
address the shortcomings in internal controls that resulted in the performance information and 
compliance deviations that have been reported. Furthermore management’s oversight was 
inadequate in preventing material misstatements in the financial statements. 

Financial and performance management 

68. Management failed to implement proper record keeping or effective controls to ensure that 
information in the financial statements and the report on predetermined objectives were 
reliable before submission for audit, or readily available for audit purposes. This was mainly 
due to the inability of management to address the prior year audit findings. Management failed 
to prepare regular, accurate and complete performance reports that were supported and 
evidenced by reliable information. Review and monitoring of compliance with applicable laws 
and regulations were not effectively performed. 

Governance 

69. The audit committee did not adequately provide oversight over the effectiveness of the internal 
control environment, resulting in the internal control environment over financial and 
performance information and compliance with laws and regulations being ineffective. 



Rustenburg 


7 December 2012 
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